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Arny Prograns
| NTERNAL REVI EW AND
AUDI T COVPLI ANCE PROGRAM

I ssue of further supplements to this regulation by
subor di nate commands is prohibited unless prior
approval is obtained from HQUSACE (CEAO Washi ngton,
D.C. 20314-1000. |f approved supplenents are issued,
Maj or Subordi nate Commands, Laboratories, and Field
Qperating Activities (FOA) will furnish one copy each
to HQUSACE (CEAO Washington, DC 20314-1000; D strict
I(\:/%rgrands will furnish requi red copies to appropriate

AR 11-7, 16 July 1989, is supplenmented as follows:

Page 3. paragraph 1-4, Responsibilities. Add subparagraphs (a)
and (b) to subparagraph e(l):

(a) I\/Elj or Command QA. The Audit Ofice, Head-

quarters, ny Corps of Engineers (HQUSACE) w T perform
r|od| C Qégllty Assurance (QA reV| ews of each MSC and the
tervvays periment Station ( At a minimumthe reviews

w |l be perforned on-site once every three years with the
potential for an interimreview or desk eval uation based on the
availability of funds and staff. The primary purposes of these
reviews wll be to evaluate the adequacy of programdirection,
supervision, and staffing; review conpliance w th Governnent
Audi ting Standards and prescribed policies and procedures; and
furnish advice and assistance in connection with any audi ti ng,
admni strative or internal problems. The checklist at

Thi's sugpl enent supersedes USACE Suppl 1, 31 Dec 87 to AR 11-7,
1 Dec 78.
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Appendi x A will be used to conduct the QA reviews. A draft
report covering the review results will be issued within 60
days to the Chief, Internal Review Audit Conpliance Ofice of
the MSC or WES. The report will contain sufficient information
to show purpose; scope, including the nunber of projects/
reports exam ned; summary of observations; results of review
for each major area covered as shown in the checklist; and
recommrendat i ons. The Chief, IRAC Ofice will provide witten
comrents on the report within30 days to HQUSACE ( CEAO
Washi ngt on DC 20314-1000. A final report will be issued within
30 days after receipt of comments to the conmander of the MSC
or VES commander/director which will include their IRAC Ofice
comrents and CEAO evaluation. If there are areas of disagree-
ment, the MSC or WES/ commander/ director will be required to
submt a response to the final report setting forth the MSC or
VEES position on the issues in dispute. |If there are still
areas of disagreenent, CEAO will forward the report and MsSC or
gES_cpnnents to the Deputy Conmander, HQUSACE for final
eci si on,

(b% Maj or Subordi nate Conmand Quality Assurance
Reviews. The MSC IRAC Ofice will performstaff surveillance
over the district IRAC activities to evaluate tinely and
effective acconplishment of the mssion; review conpliance with
prescri bed professional audit procedures; and ﬁrovide staff

advi ce and assistance. This will be acconplished by annua
on-site Quality Assurance (QA) reviews of [ocal program
managenment and audit work being perfornmed and interimvisits as
necessary based upon local circunstances. The QA revi ew
schedule wi Il be shown in Section 5 of the annual plan required
by paragraﬁh 3-2 below. A draft report will be issued to the
district chief, IRAC Ofice within 60 days documenting the
results of the annual QA review. The report will contain
sufficient information to show purpose; scope, including the
nunber of projects/reports exam ned; summary of observations;
results of review for each major area covered as shown in the
Checklist; and recomrendations. The district chief, IRAC
Ofice will ﬁrovide witten comments on the report within

30 days to the MSC IRAC Ofice. A final report will be issued
within 30 days after receipt of comments to the district
conmander which will include their IRAC Ofice comments and the
MSC evaluation. If there are areas of disagreement, the
district commander will be required to submt a response to the
final report setting forth the district’s position on the
issues in dispute. If there are still areas of disagreenent,
the MSC IRAC Office will forward the report and district
comrents to the MSC commander for final decision. \Wen the
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reply process is conpleted, the MSC IRAC Office will forward a
copy of the final report, together with the district resggﬂse
and MSC commrander’s decision if applicable, to HQUSACE ( @)
Washi ngton DC 20314-1000. The QA review reports will also be
used to keep the MSC Conmander infornmed as to the effectiveness
of the district |IRAC prograns. The QA reviews will be per-
formed in accordance with above-procedures and therefore wll
not be done as part of the MSC conmmand inspection process. The
prescribed QA reviews should alleviate the need for conmand

I nspection coverage of the district IRAC activities.

Page 3, paragraph 1-4, Responsibilities. Add the following to
subpar agr aph e(6):

The VES wi || provide internal review support to USACE
| aboratories.

Page 4, paragraph 1-6, Internal Review Concept. Add
subpar agr aph b(4) after subparagraph b(3).

_ (4) Provide an independent capability to assist in resolv-
ing problens requiring limted research and qui ck sol utions.

Page 4, paragraph 2-7, Training. Add the follow ng:

An annual training plan should be devel oped for each auditor to
suppl ement formal education and previous experience. This
program shoul d be sufficient to ensure that each auditor neets
t he continuing education requirements of the Governnent
Auditing Standards. This program should utilize courses
offered by the Corps; Departnent of the Arny; other Governnent
agenci es such as the Ofice of Personnel Managenent and the
Gover nnent Audi t Trainin? Institute; and nongover nnment
facilities. Priority will be given to USAAA training courses.
It is essential that |ower grade auditors receive appropriate
training in fundamental audit and internal review techniques,

i ncluding the preparation of review guides, devel opnent of
findings, preparation of working papers, and report witing.
Experience can be gai ned by devel opmental exposure during the
actual performance of internal reviews as a closely supervised
trainee. Such assi%gnents shoul d be part of a formal trainee
devel opment Flan. career devel opnent progresses, the

audi tor should receive training in audit managenent, advanced
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audit techniques, and use of mcroconmputers. A record should
be mai ntained for each auditor docunenting past courses by
course title, length (days or hours) and conpletion date
(nonth/year). Both HQUSACE and the MSC are responsible for
nmonitoring the training acconplishments of the subordinate
internal review activities. A copy of the training record for
each auditor show ng training conpleted during the previous
year will be forwarded through command channels to CEAO with

t he annual plan show ng workl oad acconplished for the year.

Page 5, paragraph 2-10, Guidance. Add subparagraph f and g
after subparagraph e.

f. The IRAC elenent will not establish accounting policy;
performquarterly inprest fund cash counts; perform contract
audits; augnent operational elenents; or acconplish operational
tasks. Exanples of the latter include making detailed verifi-
cations of the accuracy and validity of docunents and perform
in% contract administration activities. The above tasks are
subject to internal review evaluation if there are known or
suspected problens or if they are a part of a function in which
a review i s being made.

g. The Chief, IRAC at all command levels is encouraged to

provi de consul ting assistance to hel p managers eval uate and

I nprove internal management controls. The auditor can advise
managers on how to performthe internal nmanagenent contro
eval uations as required by AR 11-2 but the auditor will not
Berfornwthese prescribed periodic evaluations on regular basis
ecause they are managenent’s responsibility. The auditor
should forward information to the internal management contro
adm ni strator concerning known or suspected material weaknesses
as identified in internal review and external audit reports.
This will assist the conmander in determng material weaknesses
to be reported in the annual statement required by the Federa
Managers Financial Integrity Act. Management is responsible
for correcting material weaknesses and the validation
Val i dation can be acconplished by Conmand | nspections, staff
visits, quality assurance visits, etc. |IRAC should only be
used to validate those weaknesses that the Conmander or Deputy
Commander determ nes to warrant such independent testing .

Page 6. paragraph 3-2, Guidance on Annual Internal Review and
Audit Conpliance Plan. Add the followng to subparagraph a(l):

The auditable entity file will be updated as necessary to show
the areas covered by external audits and internal reviews. The
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IRAC Office will review the file annually to assure that it
Properly identifies the organizations, programs, activities and
unctions subject to audit. During the annual review, the | RAC

office will conduct sufficient research to identify the najor
m ssions and projects to be acconplished by their respective
districts and labs during the next year. The IRAC office will
use the auditable entity file and information gathered during
the annual review to prepare annual plans and to support
resource requirements.

Page 6. paragraph 3-2. Guidance on Annual Internal Review and
Audit Conpliance Pl an. Add the followi ng to subparagraph a(2):

The Commander will sign the witten request for staff input
concerning possible review areas. This solicitation will also
encourage staff menbers to request internal review assistance
during the year as known or potential problemareas are
identified. Suggested formats for the solicitation letter and
audit suggestions are shown at Appendi x B.

Page 6. paraqraph 3-2, Quidance on Annual Internal Review and
Audit Conpliance Plan. Add subparagraphs (7) and (8) after
subpar agraph a(6).

(7? Directed/ Suggested Internal Reviews. HQUSACE nmay
periodically direct command-w de internal review of known or
suspected trouble areas. Suggestions may al so be nade of
possi bl e review areas.

(8) USACE Deficiency Trends. HQUSACE wi |l periodically
publ i sh a deficiency trend nmenorandumto alert MSC commanders
of possible problem areas. Assessnment factors will be provided
so the Commander can readily determ ne whether a conmmand weak-
ness exists. | f the commander identifies weaknesses, internal
reviews should be performed to determ ne the underlying causes
contributing to these conditions and to recommend corrective
action.

Page 6. paragraph 3-2, Guidance on Annual Internal Review and
Audit Conpliance Plan. Add the followng to subparagraph b

Each USACE | RAC office will prepare an annual plan on a fisca
year basis in accordance with the format at Appendix C.  The
plan will be devel oped based upon high risk areas fromthe
auditable entity file;, current suggestions fromfunctional
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managers; prior year deferred audits which are still valid; and
| RAC suggestions based upon higher authority requirenents,
known nmaterial weaknesses, and know edge of |ocal areas, con-
cerns and mmjor activities. Internal reviews will be schedul ed
in both mission and support areas to the extent resources
ermt, with priority given to mssion and high risk areas.
ssion areas are defined as those functions perforned by the
technical staffs shown on the organization charts, e.g.
Pl anning, Engineering, Construction, Operations, Real Estate,
Contracting, Program Project Managenment and Energency Manage-
ment. If the programrequirenents, as identified above, exceed
daYs avail able, the deferred audits and estimated work-days
will be listed in prioritY order and appended to the annual
plan. The annual plan will be revised sem -annually as
necessary to reflect actual work-days expended in each area
during the preceding quarters and the ﬁrojected wor kl oad for
the remainder of the calendar year. The IRAC Ofice will re-
view the projected workload with the commander and/or principal
deputy sem -annual Iy and nake adjustnents as necessary to
reflect current conmand priorities.

Page 6. paragraph 3-2. Guidance on Annual Internal Review and
Audit Conpliance Plan. Add the following to subparagraph c:

The Chief, IRAC Ofice will neet with the conmander and/or
princi pal deputy conmander to review and di scuss the proposed
annual plan prior to approval to assure that it will help the
commander neet the Corps’ objectives of providing quality
service to our custoners. After making any necessary adjust-
ments, the annual |RAC plan will be forwarded to the conmmander
for approval. A copy of the approved annual plan will be
provided to staff elenments of the command al ong with feedback
on the disposition of their audit suggestions.

Page 6. paragraph 3-2. Guidance on Annual Internal Review and
Audit Conpliance Pl an. Add the followng to subparagraph d:

A copy of the approved annual plan for the current fiscal year
and a copy of the annual plan show ng acconplished versus
estimated workload for the preceding year wll be submtted

t hrough command channels to HQUSACE (CEAQ. The MSC I RAC
offices will reviewthe district plans for the current year
prior to submttal to CEAO and provide feedback to the
districts if deficiencies are noted or Froper_procedures are
not followed. The MSC IRAC offices will subnmit the district

pl ans, a copy of the feedback, and the MSC | RAC plan to HQUSACE
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(CEAO). CEAO Wi ll review and evaluate the current year MSC
plans, along with WES's plan which is to be submtted directly
to CEAOQ, and provide feedback, as needed, to the applicable
subordi nate organi zation. The sem -annual revisions wllalso be
subm tted through conmand channels to HQUSACE (CEAO . The
annual plan and sem -annual revisions wll be forwarded w thin
30 cal endar days after the beginning of each fiscal year or
interim six-nonth period.

Page 6. paragraph 4-1. Performing internal audits. Add the
following to subparagraph a:

A formal announcenment nenorandum w | be issued prior to the
entrance conference for internal audits. The announcenent
menor andum wi | | communi cate the fact that a review is about to
begin, wll contain the tentative audit objectives, and wll
confirmthe arrangenments for the entrance conference. The
announcenent nenorandumis not required for troubleshooting or
qui ck reaction audits requested by nanagenent. However, an
entrance conference wll still be held to discuss the audit

pl ans and objectives.

Page 6, paragraph 4-1, Performing internal audits. Add the
follow ng to subparagraph b:

Internal review survey requirenents and procedures are included
at Appendi x D.

Page 6. paragraph 4-1, Performng internal audits. Add t he
follow ng to subparagraph d:

As a mnimum the audit guide will contain the follow ng
sections: Background, References, Qbjectives, and Review

Areas. Under each major review area, the guide will show the
specific stﬁgs required to acconplish that portion of the re-
view. The Chief IRAC W || aPprove the guide prior to initiation
of the review This approval will be docunmented on the audit
guide to be included in the working paper file. The MC auditor
w || evaluate the adequacy of audit gui des prepared by the |ocal
| RAC of fice and docunent the results of this assessnent during
the annual quality assurance reviews.

Page 6, paragraph 4-1, Performng internal audits. Add sub-
paragraphs (1) and (2) after subparagraph e:
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(1) During the performance of internal reviews, the auditor
shoul'd constantly be on the alert for possibility of fraudul ent
or other unlawful activity. Accordingly, the auditor should
deternine that a system of checks and bal ances is in piace
which will disclose irregularities and inproprieties. A so the
audit shoul d incl ude sFecific audit steps designed to provide
reasonabl e assurance of detecting abuse or illegal acts. \en
fraud or other unlawful activity is suspected, the auditor
shoul d develop all factual information using generally accepted
auditing procedures but will not assune the responsibility of
investigative personnel. If audit techniques and consultation
w th counsel do not resolve the suspicion of wongdoing, the
auditor shall prepare a letter report to the commander docunent-
ing the circunstances and related facts. The report will be
di scussed with the Commander, Counsel and Security and Law
Enforcenent Oficer, with copies to the MSC auditor and CEAQ
The Chief, I1RAC Ofice, should nmonitor the action to ensure that
the matter is satisfactorily resolved. Al correspondence
related to the suspected fraud or other unlawful activity should
be carefully protected with “FOR OFFICIAL USE ONLY" markings to

avoid unnecessary disclosure.

(2) During the course of an audit, working papers wll be
devel oped in a conplete and accurate manner to docunent work
performed and to support the findings and recommendations in the
audit report. Techniques and standards for working paper
preparation are included at Appendix E.

Page 6. paragraph 4-1, Performing internal audits. Add the
followng to subparagraph g:

Format and gui delines for £reparation of standard interna
review reports are included at Appendix F. In the event the
audi t discloses satisfactory conditions or only mnor deficien-
cies, a letter report may be issued as shown at Appendix G

Page 6. paragraph 4-1, Performng internal audits. Add
subpar agraphs (1), (2), (3), (4) and (5) after subparagraph g.

(1) The IRAC Chief will forward copies of the draft report
or portions thereof to responsible operatin% officials for com
ment on the findings and reconmmrendati ons. he replies to inter-
nal review reports nmust clearly state the operating official’s
position on the recommendations, i.e., concurrence and correc-
tive actions taken or planned with target dates for inplenenta-
tion or nonconcurrence with reasons therefor. The Chief |RAC
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wll review the comments and attenpt to resolve any nonconcur-
rence or inadequate replies where possible. The managenent
comment s §and audit rebuttal if necessary) will be incorporated
into the final report imediately follow ng each recomendati on.
| f the management comments are |lengthy, they may be summari zed
in the report and, if requested, a copy attached. The final
report will then be forwarded to the commander for review and
di sposition in accordance w th subparagraph h of the basic
regul ati ons as suppl enented bel ow.

(2) The suggested tine frame for obtaining management com
ments is 30 days. The final report should be issued without
managenent comments if the comments are not received within 45
days fromthe date of the draft report. Also, there may be
other instances where it is desirable or necessary to issue a
report w thout operating officials’ coments. The reason for
such action should be briefly stated in the transmttal letter
to the commander. An expanded discussion of the situation
shoul d be included in the “Managenent Response” paragraph of the
report and “Managenent Comments” section of the finding(s).

. (3).If the report contains repeat findin?st i.e., condi-
tions Simlar to those previously reported within the last five

years, they should be highlighted in the transmttal letter to
the commander. They should also be noted in the “Managenent
Response” and “Action on Prior Reports” sections of the report
in order to highlight the need for corrective action in these
areas. The major subordinate command auditor should determ ne
that the district conmand is taking appropriate action on repeat
findings during the annual quality assurance reviews.

(4) The potential nonetary and nonnonetary benefits for
each finding should be explained and sunmarized in the report.
|f there are potential nonetary benefits, a schedule of such
benefits should be attached to the report (Exanple at

Appendi x H).

(5) The pertinent audit report information (excluding
followup reviews) wll be transmtted via electronic mail to
CEAO- | for entry into the Internal Review Audit Database (| RAD)
system This information will be furnished within ten (10) days

after issuance of the final report.

(6) Upon conpletion of internal audits, i.e. excluding
t roubl eshooting and fol | ow-up reviews, the RAC Office will send
a copy of the Post Audit Survey questiomaire shown in
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Appendix | to the audited organization(s). The purpose of the
questionnaire is to obtain feedback on the quality of the audit
work perforned to assist the Chief, IRAC Office in assessing
strengths and identifying areas requiring inprovenent.

(7) The internal review report and related files should be
retained for five years in accordance with the provisions of
AR 25-400-2 (file nunber 11-7). Permanent working paper files
may be retained as |ong as necessary under file nunber 36.

Page 6. paragraph 4-1, Performing internal audits. Add the
followng to subparagraph h:

The final report will be furnished to the |ocal comrander wth
an oral briefing or a transmttal menrorandum sunmari zi ng what
was reviewed, the results of the review, the managenent posi -
tion, and the auditors’ evaluation of managenment’s response. At
the time of the briefing or sinmultaneous with the transmttal
memorandum the 1 RAC office will provide a proposed menorandum
for the Commander’s signature advising the responsible nman-
ager(s) of the final decision on the report, i.e., the proposed
corrective action is satisfactor% and shoul d be inplenmented or
if not, the actions that should be taken to correct the problens
noted in the report. A sanple transmttal nmenorandum and action
menor andum are I ncluded with the report format at Appendi x F.
The disposition of internal review reports nust be acconplished
within six nonths of the date of the final report.

Page 6. paragraph 4-2, Troubl eshooting. Add the foll ow ng:

The 1 RAC of fice may performtroubl eshooting audits for manage-
ment if the requests neet the criteria in paragraph 10-3, DA
Internal Review and Audit Conpliance Manual. These audits wl|
be performed on an expedited basis using normal procedures,
i.e., limted survey, brief review guide and documentation of
work perforned and conclusions. A letter may be issued
directly to the requesting official with a request for coments
on actions to be taken on the recommendations. The letter
report would not be subject to the resolution or followu
process. However, when accepting the requests for specia
audits, the Chief, IRAC Ofice should advise the requesting
official that normal reporting procedures will be used if
consi dered appropriate.

10
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Add new paragraph as follows:

Page 6. paraqraph 4-3, Consultant services.

The I RAC office may provide consultant services to managenent to
assist in resolving problens requiring limted research and a
qui ck solution. These efforts will not be considered an audit
and therefore are not subject to the auditing standards and
procedures. The results and advice provided will be qualified
accordingly. However; in the event that limted research dis-
closes the problemis nore serious or conplex than anticipated
and an audit is determ ned necessary, the auditor will term nate
the research effort and recommend to the requester that a

troubl eshooting or internal audit be performed in accordance
with prescribed procedures. The tine spent in providing con-
sultant services to nanagenent should not exceed 10 percent of
the direct auditor days available in a fiscal year. The advice
and assi stance provided will be docunmented by a menorandumto
the requesting official or a menorandumfor the file as

appropri ate.

Page 7. paragraph 5-2, Followup on findings and
recommendations. Add the following to subparagraph a:

| RAC Offices will performfollowup reviews of GAQ, |G DoD,
USAAA, CEAO- 1 and 1nternal review reports addressed to their
Command. The followup reviews will be conducted in accordance
with the guidelines in basic regulation, AR 36-2 and the DA
Internal Review and Audit Conpliance Manual. On-site follow up
reviews will be conducted on significant findings as defined in
paragraph [-4i of AR 36-2. For findings not nmeeting this
criteria, the followup reviews will be linmted to desk reviews
of the docunentation provided by cogni zant managers to verify
that all agreed upon corrective actions have been conpl et ed.

Page 7, paragraph 5-2, Followup on findings and
recommendati ons. Add subparagraph c after subparagraph b:

The auditor will properly docunent the foll owup work perforned
and conclusions in the audit file. |If a desk review has been
perfornmed and the auditor concludes that effective corrective
action has been taken on all recomendations, based upon sup-
porting docunentation in the working papers, no report is re-
quired. A followup report will be prepared for all on-site
followup reviews and desk reviews wnere effective corrective
action has not been taken on all of the recomendations. The

11
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report will show the orginal finding, recomendation and nanage-
ment response; the followup results; management comments on the
followup results (if necessary); and the internal review eval u-
ation of such comments (if applicable). Standards for report
preparation are at Appendix J.

Page 7, paragraph 5-3, Followup system Add subparagraphs (1),
(2) and (3) after subparagraph a:

(1) The IRAC office will maintain a tracking and fol |l ow up
system for the reports noted in paragraph 5-2. The tracking
systemwi ||l include the information required by this regulation
and AR 36-2. The auditor will update the systemon a quarterly
basis by requiring the responsible activity to provide the
current status of ongoing actions and revised target dates if
appropri ate.

(2) The reports and recommendations will be recorded as
conpl eted when nmanagers have provided explicit witten confir-
mat1 on and docunentation that agreed-upon corrective actions
have been completed. The initial followup will be performed
within 120 days after conpletion of actions on the report in
accordance with procedures in paragraph 5-2 above. en the
foll owup discloses that corrective actions are inadequate, a
witten directive will be prepared for signature by the comman-
der or his designee. This directive will require the respon-
sible activity to take immedi ate corrective action, establish
mlestone dates (if necessary), and report to |RAC every 30 days
until all corrective actions have been conpleted. The status In
the tracking systemw || be changed for those corrective actions
previously reported as conplete but found to be inconplete as a
result of the followup review

(3) A second and last followup wll be made upon official
notification fromthe audited activity that all corrective
actions are conplete and audit recomendations have been com
plied with. [If the second followup discloses that corrective
actions are still inadequate, a final followup report wll be
issued to the commander. Once again the status of the incom
plete corrective actions will be tracked in the systemuntil
managenent provides witten confirmtion and docunentation that
actions have been conpleted. At this time, the report and
recomendation(s) will be recorded as conplete with no further
followup effort.

12
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Page 7, paragraph 5-3, Follow up systens. Add the following to
subpar agraph c:

The IRAC office will provide quarterly reports to the commander
shomﬁng_the status of uninplenmented audit recomrendati ons. The
MSC auditor will review the summary report during QA reviews;
attenpt to expedite conpletion of overdue corrective actions;
and report excessive delays in inplenenting recomendations to

t he MSC.
FOR THE COMVANDER:

£,

R OHNS
Col onel, Chief of Staff
Corps of Engineers

11 Appendi ces

APP A - Quality Assurance Checkli st

APP B - Audit Suggestion For nat

APP C - Annual |RAC Pl an For mat

APP D - Survey Procedures

APP E - Standards for I|/R Wrking Papers
APP F - |/R Standard Report Format

APP G - |/R Letter Report Format

APP H - Potential Mnetary Benefits Format
APP | - Post Audit Survey

APP J - Foll owup Report Fornat
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